The Chinese government, through the China Exim Bank, is pledging billions of dollars worth of concessional lending to the developing world. More information on these lending practices can be gleaned from Chinese language sources than is readily available in English. However, this material is insufficient to draw more than tentative conclusions about the real nature and scope of China's concessional lending. Over 48 countries have agreements with China for concessional loans. An average loan of US$20-30 million is made available to Chinese exporting firms to develop infrastructure and facilities in developing countries. While these loan sizes are not huge when compared to other aid flows, China's status as the dominant lender of concessional loans amongst some recipients makes this program significant. Finally, it is still not clear if the loans could be considered Official Development Assistance according to the DAC definition.
Foreword

Carol Lancaster
Paul Hubbard has filled in another piece of the puzzle we are all trying to solve -how does the Chinese aid system work? The way Chinese aid is organized and functions is not transparent-probably not even to the Chinese. But it is important for specialists in foreign policy and international development to understand it because the Chinese are expanding their aid rapidly in Africa, Latin America and elsewhere and are likely to have a considerable economic and political impact. It is also essential for us to know whom we should talk to in Beijing as we explore Chinese policies, purposes and opportunities for collaboration.
Paul Hubbard describes one of the mechanisms the Chinese government uses to implement its aid-the Chinese Export-Import Bank-and helps illuminate the role of this important institution. It is one more useful effort in an on-going program at the Center for Global Development to expand our understanding of the world's most prominent rising power and important player in worldwide development.
Aiding Transparency: What We Can Learn About China ExIm Bank's Concessional Loans
Development experts interested in China's rapidly expanding development assistance, particularly to Africa, have been frustrated at what appears to be a lack of transparency in the make up and amount of Chinese official development assistance. Western scholars and policy makers have had to work with estimates and guess work and Chinese officials appear unable in interviews to provide more comprehensive figures. 1 Chinese statistics tend to conflate concessional and non-concessional lending into a single figure when reporting the size of China Exim Bank loans, making it difficult for researchers to distinguish where loans are being provided on a concessional or non-concessional basis.
2 It is also unclear just what the difference in terms might be.
Recently, a Chinese diplomat claimed to me that Chinese aid is in fact very transparent, and that details are published in Chinese language sources. This argument suggests that it is a 'veil of ignorance' rather than a 'lack of transparency' that frustrates Western aid analysts. The borrowing country government submits an application to China Exim Bank, which then provides a recommendation to the Chinese Ministry of Commerce. If the recommendation is accepted, there is then a bilateral framework agreement signed between the borrowing government and the People's Republic of China.
Once this state-to-state framework agreement has been signed, the China Exim Bank can then sign loan agreements that conform to this framework agreement on a project by project basis. This is usually signed by a President or Vice-President of the Bank and a minister from the borrowing country's government. Each agreement provides an opportunity for a high profile signing ceremony.
These signing ceremonies are often reported in Chinese and announced on an official government website. By reviewing reports of the ceremonies and the list of treaties entered into by China during the year we can discover some details of China's lending program. They do not provide us with details of when the loan was disbursed, repaid or forgiven, but they do provide an official starting point from which particular projects could be followed up.
According to the schematic diagram, a Chinese exporter contracts with a foreign executing agency, which it then invoices based on the terms of the contract. The foreign executing agency provides a report to the foreign government, which then makes an application to the China Exim Bank to disburse the loan. The loan is then disbursed from the China Exim Bank to the Chinese contracting agency. The foreign government is responsible for the payment of interest and fees to China Exim Bank.
Who is borrowing from the China Exim Bank?
In 1997, the China Daily reported that since 1995 the Exim Bank had provided 1 billion renminbi (US $138 million) in concessional loans to fund 15 projects in 10 countries. Sudan, Kenya, Equatorial Guinea, Botswana, Cote d'Ivoire and Gabon were identified as six of the ten recipients. 8 In 1998 the China Daily reported that "nearly 30 projects" had been funded by concessional loans, also indicating that Cameroon, Guyana and Papua New Guinea were been recipients. 9 The People's Daily in 2001 reported that there were 72 concessional loan projects in 36 states.
10 By the end of 2002, the Chinese claimed 90 projects in 40 states.
11
Lending activity from 2002-2006 can be partially identified through the Ministry of Foreign Affairs' annual table of bilateral agreements. Many of these agreements are called 'economic cooperation agreements' or 'development loan agreements', which may or may not contain terms for concessional lending. There are 21 bilateral agreements that are explicitly named 'concessional loan framework agreements'. Taking these at face value, we can positively identify 20 additional recipient countries from 21 bilateral agreements with this title (Appendix D). The caveat is that while a framework agreement makes it possible to borrow under the concessional scheme, not all countries that have signed a framework agreement have necessarily received a concessional loan.
Aggregating this data with Chinese government source information detailing when China Exim Bank loan agreements have been signed, we can identify at least 48 states which have framework agreements or have already received concessional loans. This list is incomplete, but gives us a good idea of the geographic range of borrowers. 
How much is being borrowed?
Using official Chinese reports of concessional lending signing ceremonies between recipient governments and representatives of the China Exim Bank, it was possible to identify 28 separate concessional lending agreements. These reports typically contain details of the signing ceremony, identifying who signed for each party, the size of the loan, and the sector in which the concessional loan was being provided. Sometimes the Chinese exporter for the project is also identified. 
China Exim Bank Concessional Lending agreements
Does this count as Official Development Assistance?
Without knowing the terms of the loan, it is difficult to determine whether concessional lending would qualify as Official Development Assistance. 13 Unfortunately it is these very terms which are not available in the Chinese sources. The Chinese do not prevent recipients for revealing the terms, which happened in six of the above cases. Loan terms have further been revealed in six cases (for which I do not have authoritative Chinese source material). Relying on these 12 cases, the concessional loans appear to be provided for a term of between 10-20 years (mean is 15.5 years), at an interest rate between 2%-4% (mean 2.85%) and a grace period between 3-7 years. This is consistent with what Brautigam has described. 14 Even if the terms of the loan are concessional, only loans "with promotion of economic development and welfare as the main objective" are classified as Official Development Assistance. 15 Here it is interesting to consider an article that appeared in The Market Daily, a publication of the People's Daily, which was part of a series aimed at Chinese enterprises on trade and investment in Africa.
The article suggests that the purpose of Chinese concessional lending is more to do with export promotion than economic development. It begins by advising Chinese firms that "[i]n order to support and assist Chinese firms doing trade and business in Africa overcome the problem of insufficient funding, the Chinese government has already signed reduced interest concessional loan framework agreements with 26 African countries." 16 The Chinese firm should "purchase and import from China as much equipment, technology and services as possible". The host site should have "plentiful local resources, a vast market for goods, favorable economic prospects".
The advice does note that the project must be "capable of promoting the host country's economic development" and the consent of the host government is required before the project can go ahead. Nevertheless, the loans retain a strong commercial flavor. The requirement that "the government of the host country will need good credit and be 12 Xinhua, 23 October 2000, assuming the total of 4.678 billion renminbi reported here for 69 projects does not include non-concessional lending. 13 According to the terms of the Organisation for Economic Cooperation and Development's (OECD) Development Assistance Committee (DAC) 14 capable of servicing the debt" is a further indication that the Chinese government is not presently planning to forgive these debts.
If these loans would in fact qualify as Official Development Assistance, then it is notable that this is provided to countries which receive very little development assistance in the form of concessional loans, particularly Botswana and Mauritius on account of relatively large GDP, or Zimbabwe, on account of its political isolation. Compounding the significance of providing the lion's share of concessional lending amongst certain recipients is the clear preference for infrastructure projects, which may respond both recipient demand and Chinese expertise.
Conclusion
By using the open Chinese sources, it is possible to gain a greater understanding of China Exim Bank's concessional loans, than reliance only on English language sources. The formation of loan agreements is sometimes reported with details of the size of the loan and its intended purpose. The Chinese government seems comfortable with releasing this information, which boosts the status of China both domestically and internationally.
Although Chinese language sources are vital in providing some of these details which might otherwise be missed, they are unfortunately incomplete in that they do not report all, or even the majority of concessional loans that are made. They allow us to better educate our guesses about typical loan size and sector, but do not provide enough information with which to analyze Chinese lending systematically.
Sporadically between 1997 and 2004, the Chinese government did release in the press details of the number of projects, countries, and approximate size of the concessional lending program. In order to build confidence internationally, and to provide a clearer picture of China's development policies, the Chinese government could begin publishing these aggregate statistics in the annual report of China Exim Bank.
Likewise, it would not be difficult for the Ministry of Foreign Affairs to publish a list of countries with which China has a concessional loan framework agreement, and for the China Exim Bank to publish a list of project agreements signed with recipient governments. Given that the Chinese government has already shown a willingness to publish this kind of information, there is no barrier to it being released on a regular basis as a complete set. However, there remains information which the Chinese government has so far been unwilling to provide publicly. This includes the terms of the loan, and information on interest payments and debt forgiveness. This data is important for the analysis of official aid flows, and for other donors to coordinate their own development assistance. What is unclear is whether China, for political reasons, prefers to maintain strict confidentiality, or whether the China Exim Bank does not effectively monitor its lending program.
One plausible reason for China Exim Bank's reluctance to reveal details of its concessional loans is the desire to protect commercial confidentiality of Chinese exporters. The advice on applying for concessional loans that was given to exporters suggests that the primary purpose of it is to provide capital to Chinese exports. The economic development of recipient country is a condition of the loan, but not its dominant purpose. In this case, the exporting firm has a competitive commercial incentive not to reveal the terms of its financing. Likewise, the Chinese government may give greater weight to the particular commercial interests of its domestic firms, rather than the international public interest in transparency. The problem for China is that this secretive approach bolsters suspicions that China is only in Africa for commercial exploitation.
An alternative explanation is that the loans would not in technically qualify as Official Development Assistance when compared against the guidelines of the DAC donors. By maintaining some ambiguity, the Chinese government may be attempting to generate goodwill as a donor from what might be better characterized as more commercial lending.
If China would rather establish its credentials as a responsible aid donor, it will need to join the international track in terms of recognizing major donor lending norms. Transparency does not need to change the character of Chinese lending. Indeed, the Chinese model, by harnessing the self-interest of Chinese firms in developing loan projects, appears to enjoy the virtue of supply side sustainability. But to create sustainable demand for Chinese development capital, China will need to reassure the developing world of its good intentions. Greater transparency will provide some of this reassurance. 11 April 2006 -The Chinese Government has signed a framework agreement to provide a concessional loan to the government of Eritrea at a ceremony held in the Eritrean capital Asmara. Representing the governments at the signing were the Eritrean Minister for National Development, Woldai, and the Chinese Ambassador to Eritrea.
According to the agreement, the China Exim Bank will advance a 166 million Renminbi (23 million USD) loan to Eritrea to upgrade its communications network. The 18 month project includes: upgrading the facilities of the existing Eritrean communications network, ensuring that principal Eritrean cities are covered by the telephone network, a wireless CDMA network to cover the entire country and coastal islands and increasing the existing telephone subscription rate from 1.5% to 6.5%. This supports Eritrean economic development, as well as promoting our own high-tech telecommunications exports. In order to support and assist Chinese firms doing trade and business in Africa overcome the problem of insufficient funding, the Chinese government has already signed reduced interest concessional loan framework agreements with 26 African countries, including Sudan, Kenya, Zambia, Tanzania, Gabon, Cameroon, Ghana and Mozambique. Chinese firms only need to find a suitable opportunity within these African countries in order to apply for one of these types of low interest concessional loans.
Chinese firms applying for an intergovernmental low interest concessional loan must meet the following basic conditions: the project must be located in a country with which China has signed a concessional loan framework agreement, at the beginning of the project, and during progress operations, the firm must inform the People's Republic of China, Ministry of Commerce Foreign Assistance Office whether or not the project operations are in accordance with the terms of the loan; the country in which the project is located must have a relatively stable political situation and favorable conditions for economic growth; the project must be in line with relevant policies of the Chinese government and the host government, and must obtain the consent of the host government; the lender and guarantor must have good credit and the capacity to repay; the investment project should be in manufacturing, with plentiful local resources, a vast market for goods, favorable economic prospects and capable of promoting the host country's economic development; the project should focus on infrastructure or the introduction of equipment, the government of the host country will need good credit and be capable of servicing the debt; the unit applying for and carrying out the project should have comparatively strong economic and technical strength and the capacity to manage foreign operations; the loan size should ordinarily be at least US $1 million, and should purchase and import from China as much equipment, technology and services as possible; the project's supplementary funding, equipment etc; conditions must be implemented.
Application Procedure: 1) In accordance with the abovementioned conditions, the firm must submit an application to the Foreign Assistance Office in the Ministry of Commerce, along with supporting material. After the Ministry of Commerce has initially approved the project, it will submit a recommendation to the China Exim Bank. 2) After receiving the official letter of recommendation, the China Exim Bank will conduct a feasibility study of the project, using the official application and supporting material provided by the firm; the feasibility report; the credentials of the firm applying for the loan (comprising the firm's situation, licenses, company regulations etc.); a 3 year audit of the firm's certified financial report; the guarantor's situation and 3 year financial audit; a commercial contract with an African joint cooperative partner (if it is a joint venture, the joint venture rules and contract, and the partner's credit situation, etc. should be provided); an effective written document showing the African country's government approval or support for the project; and any other relevant documentation required by the China Exim Bank. The China Exim Bank will perform an evaluation, consider the feasibility of the project, and will then sign agreements with the borrower and the guarantor.
(source http://www.people.com.cn/GB/paper53/13217/1185583.html, translated by Paul Hubbard)
